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(1) Includes Bhares ofcommon stock that the undenxriters have the optm to purchsse fmnNyeyhal Tandem tomvm over-allommts. if 

any. 
42) E n d  solely fa the purpose of calcdai~ng the registration fee pursuanl to Rule4V(o) lnder the 'securities Act of 1933. 

Tbe Registmnt hereby amends this registration statcmmt on such datc or dates as m y  be ucccsury to dday its d k t i v e  date until 
the R#strnnt shall filc a further amcndmcut which spceilienlly states that this registration statement shall thereafter betome effective 
in accordance with S d o n  8@) of the Securities A d  of 1933, or until tbis Registration Statement shall betom elfstivc on such date as 
IbcSemritics and Escbangc Commission acting Pursuant to said Section 8(a) may determine. 
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The informatiin in this pmspcius ia not complste and may be chngcd. We may not sell thew securities untll the registmion d&mmnl filed with the S.suritis 
and Emhanp. Cornniraion is effective. The pmspclur ia nct an offer io roll thew wwritier nor a solicitation of an offar to buy thne 8.suritiis in any 
jurhdidion w h m  th. ofhr and ule is not prmWd. 

PRELIMINARY PROSPECTUS (&&at to Completion) 
ISSUED JANUARY 22,2007 

Shares 
NEUTRAL 
TANDEM 
COMMON STOCK 

This is Nattrol Tandem, 1nc.k initialpublic offering of shares of common JroeL and no public market ai.W for wr sharea Neutrol Tandem 
is 0ffm.q shares of w r  common 
stock We will not receiw any proceeds from the sale of our common sroff &v the selling shareholr*ra 

shares of common stock, and the seUiag sharchddem rrursdia tkisprospeaus are ofleriw 

We anticipate that the initidpub& offering price will be belween 5 
stock on the NASDAQ GloWMorket under f%e p b o l  ‘mDM..” 

and5 per share We inlend (0 apply (0 list w r  common 

Jnvesting in our common stock involves hh. See “Risk Factors- beginning on pa%e 8. 

Per share 
Tom1 

The undemrirers moy alsopnrchose up u) an additional 
price, leu the undenwiting discount, within 30 doysfiom rhe date ofthirpracpechrr la w w  any over-albhttenw. 

The %curiries and Exchange Commission andstate sewiries regulators haw not appmwd or disapproved these secnrilies, or determined $ 
thispraspcnu is mt&l or compIete. Any representation to the wnnary is a criminal offense. 

, ZW?. 

shares of wmmon slockfiam the selling shareholders. ar the public offm’ng 

The underwrilers expect to deliver the shares of common stock to purchasers on 

Sole Book Runner 

MORGAN STANLEY CIBC WORLD UARKETS 
,2007 
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Condition and Results of Ouerations 

Index to Consolidated Financial State ments 

You should rely only on the information contained in this prospectus. We have not, and tbe rmderwriters have not. authorized anyone to provide 
you with information different from that contained in this prospectus. If anyone provides you with different or incorsiStrm information, you 
should not rely on it. We are not, and the undenvriters are not, mkmg an orer to sell these securities in any jurisdiction where the oRer or sale 
is not permitted. The information conained in this prospechls i s .acmte  only as of the date ofthis prospectus, regardless ofthe time ofdelivery 
ofthis prospectus or of any sale of our common stock. Our busmess, financial condition, results of operations and prospectlls may have cbagcd 
since that date. Io this prospectus, “Neutral Tandem,” We Company,””we,””us” and “our” refer to N e u d  Tandem, Inc. and its subsidiaries. 

In this prospectus we sometimes refer to various indrvrtry and OUIR t~ms and abbreviaIions, which we have d e f i  under “Glossary” in this 
prospectus. 

We bave not taken any action to p d l  a pnblic offering of the shares of common stock ontdde tbe United States or to permit the 
possesion or distribution ofthis prospectus outside the United States. Persons outside the United Slate wbo come into possesion o f t h i  
prospcrtus muat inform themselves abonI and observe any restrictions rdntingto tbe offering oftbeshares of common stock and the 
distribution of tbis prospecius outside of the United Stalef. 

Until 
wbctbcr or not parricipating in tbis offering, may he required to deliver a prospectus. This ddivery requirement is in addition to the 
dcalers’ obligations IO ddiver a prospeftns wben aaing as underwriters and with respec4 lo tbdr  unrold dlotmtnir or snbscriptions. 

,1007,Z days after the commencement ofthis offering, dl dealers that buy, sell, or trade rlmnr of onr eommon stock, 

MARKET Ah?) LhaUSTRY DATA AND FORECASTS 

Market deta and cenain industry data and forecasts used tttro@out this prospectus were obtained from internel company surveys, market 
resesrch, c d m t  surveys, publicly available information, repons ofeovernmemal agencies and industry publications and surveys. lndusay 
surveys, publications, consultant s u m p  and forecasts generally mte that the infomation contained thaein has been obtained from sources 
believed 10 be reliable, but that the accuracy and complemess of such informati00 is notguarameed. We have not inaependently verifid any of 
the data from third-party sources, nor have we ascenained the underl- economic assumptions relied upon thaeie Srmilarly, intcmal survey%, 
industry forecasts and marke research, which we believe IO be reliable based upon our m a m y n a l ’ s  Imowle4ge of the industry, have not been 
in&pendenUy verified. While we are not aware of any material mismtanents re@rdmg our i n d q  data presemed hemin, our eslhtes 
involve risks and uncertainties and are subject to change based on various fanors, i n c l a  those discused under the h d q “ R i S k  Factors’’ m 

i 

this prospectus. 
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of C o n t m  

PROSPEWUS SUMMARY 

This summary highlighw selecled information mnrained elsewhere in this prospchrr. This summary may no1 mnlain all lhe information 
that you should consider btfore inwsling in our wmmon stock You should carefully wad the enlireprmp3u.x including “‘R.&k Factors *’ and 
our eonsolidaredflnancial sramnenu and relard nom included elsewhem in this prospectus, Wore making an inustment decision. 

Onr Company 
We are a leadmg provider oftandem i n t e r c d o n  services to competitive carriers, including winless, wireline, cable telephony and 

Voice over h tema Protocol, or VolP, companies. competitive carriers use tandem switches to in-1 and exchange uaf f i  between their 
networks without the need to establish direcl switch-to-switch cormeCtions. Prior to the introduction of our Savice, the principal methcd for 
competitive carriers to exchange MIC was through the use of the incumbenl lwal exchange carrim’, or ILKk, tandem switches. U n k  
inwpremtions of the Telecommdcations Act of 1996, ILECs are required to provide tandem swiIchirg to competitive carriers pufsuanI to 
prescribed rates established by regulatory authorities. Our solution enables competitive carriers Io exchange traffic Wween their networks 
without using an ILEC tandem. 

The proliferation of competitjve carriers over the past decade and their capture of an increasing share ofsubscribers has shifted agreatcr 
amount of intercanier traffic to ILEC tandem switches and amplified the complexity orcarrier interconnections. This has d t e d  in additional 
traffic loading of ILEC tandems, lower service quality and substantial costs incurred by competitivecarriers for inercormection. A loss of ItEC 
mmke shure tocompetitive canierS has escalated compelik ieasias and &Ied inan inaeased dcewd fop- -. 

We founded our company to solve these i n t e r c o d o n  problems and betler facilitate the exchange of traffic among competitive w,rriers. 
By utilizing our managed tandem solutiols our customers benefit from a simplified intercoxmeclion network solution which reduces costs, 
increases network reliability, decrmes competitive tension and adds network diversity and redundancy. Since the launch of our&ce in2004, 
we believe we have established the lar@st network of tandem switches serving as neuwl intemnneaion p o d  for voice traT~c between 
competitive carriers in the United Slates. 

We have 56 signed agreements with major competitive carriers and operate in 33 markern. Cwently, we provide seMce to leading 
cmpetitive carriers in the United States, includmg wireless carriers such as Sprint Nextel Corp., T-Mobile USA, Inc., MetmPCS Wireless Inc., 
US. Cellular Corporation and Cingular Wireless LLC; cable companies such as Cablevision Sys~lsCorporation, ComcamCahle 
Communications, Inc., RCN Corporation and Cox Comunnu ‘cations Inc.; wireline carriers such as AT&T Inc., M c h o d  USA Inc., MCWerizon 
Busims, Level 3 Commdcations Inc. and XO Communication5 Inc.; and VoIP providers such as Vomw Hold@ Cop., Broadvox Carrier 
’%vices, LLC, Voex Inc. and Repwood Communications Inc. Our network currently carries approximately 2.3 billion minutes oftraffic per 
month and is capable of mminaIing calls to over 151 million ass@ telephone numbers. As the telecommutlieations markel share continues to 
shiR from uaditional ILEC access lines to competitive carriers, we believe we will b v e  access to an expand@ market. We believe that our 
neuual tandem network and its size and scale uill provide us with oppommities to entcr new mark.%, inuease market share with cwem 
customers and a m c t  new cuslomers. 

Since commencing seMce in February 2004, we have grown rapidly, generaling revenue of approximately $28.0 million in fi”sal2003. 
During the nine months ended September 30,2006, we increased revenue to $37.9 million, an inc- of 1Whcompared to the nine months 
ended September 30,2005, and net incrme uas approximately $6.2 million. 

1 
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Our ladustry 

enterprise telephony. The increasingly diverse markn now includes wireless, cable telephony, wireline and VoIP companies. As these 
competitive carrim have expanded their customer bases, the amount ofbaffic excbanged between than has also increased and is expected to 

In recent years, a wide m y  of new services and technologies has emerged as competitive alternatives to ILEC Sacices for co~s l l l~er  and 

flow in the r i m .  
According to the Local Exchange Routing Guide, or LERG, an indmby standardguide used by carriers, there are approximately 1.4 billion 

telephone numbem assigned to caniers in N o h  America. Our services are principally wgeted to address the estimated 722 million, a 52% of 
the total 1.4 billion, telephone numbers assigned to competitive carriers. 

Prior to the introduction of our services, competitive carriers had two alternatives for exchmging aaffic between their networks. The two 
alternatives were interconnecting to the ILEC tandems or directly connecting individual switches, commonly referred to as “diran c o w t s . ”  
Given the cost and complexity of establishing direct connects, competitive carriers resorted to utilizing the LEC tandem as the primaty method 
ofexchging traffic. The L E G  often required competitive carriers to inmonneci to multiple ILEC tandems with each tandem serving a 
restricted geographic area. In addition, as the competitive telecommunications market grew, the process of establishing inmonndrms at 
multiple ILEC tandems became increasingly difficult to manage and maintain, cam delays and inhibiting cmpetitive c a r r i e r g o d  and the 
purchase of ILEC tandem services became an increasingly s@ficm component ofa competitive carrier’s corn. 

Growthinintercarriertra~icswicched~~ILEctaneernshasereatedswiccbcapacitj.~~lmouaintheirdvaryasl~ 
?andem exhaust,” where overloaded ILEC tandems become a bottleneck for competitiveWers. This has increased Call blockiqg and@- rise 
to service quality issues for competitive carriers. With the introduction of OUT services, we believe we becune the fii.carrier to provide 
alternative tandem services capable of alleviating the ILEC tandem exhaust problem. 

The following diagrams illuswte intemmnecting via the ILEC tandem networks and an example o f i n t e r c m  vis ow 
tandem nenumk 

k)rm4.LhllCMo-I(.*l.Y-..1 WI.onrhsLI*.rlrdl*.*lonihk.W 

U!c- 

The second al-ve for exchanghg traffic, prior to us, was directly connecting competitive carrier switches to each other. Imp]- 
d k n  switch-toswitch network connections between all competitive switches in a market is very challeqmg. For example, in order lo 
completely bypass the ILEC tandem network, a market uith 100 competitive switches would require 9,900 diren one-way switch-toawitch 
connections. The capital and operating expense requirements, canplexiry and managemi challenges ofestablishing and main- direct 
connections generally makes them uneconomical for all but the highest uamc mitch combinations and an impractical network-wide solution. 

2 
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OurSenieu 

connections. Each competitive carrier that c o ~ e ~ t s  to our network generally@ins access to all other comp*itive Carriers'witchesconoected to 
om nenuork 

Once cormected to our network, carriers can route their traffc to other destinations (telephone numbers) that are addressable by ow 
network. We charge on a per-minae basis for eaffic switched by our network. We have an e s t a b l i s h e d s ~  for moni- and backing 
customer traffic volumes, and have historically been able to predict these volumes with relative accuracy. Our cus[oIIIBs typiEally use our 
d m s  for all, or the majority of, their tandemswitching needs if our network connects to the desired Iinal destination. In addition, our 
cls~mers provide us with forecasts of future traffii levels. Topetha, this syslem orpredicting traffic volumes for both existing and new 
cusulmers allows us to reasonably estimate future revenue mams. 

which results in improved network qualily and reduced call blocking. By constantly monitoring traffic levels and projecting anticipated@outb 
in traffi, we are generally able to provide on a timely basis additional circuits between customerswitches and our network to meet increased 
demand. 

Our manasd tandem network includes technolo~cally advanced Internet Protocol, or IP, and Time Division Multiplexing, or TDM, 
swikhng platforms linked together by an iP backbone. Our network is capable of ammat id ly  switching IP-origimacd orconvemid TDM 
uaffic to terminating carriers using e i h  paocol. We suppon ]Pa-JP, IP-to-TDM, TDM-to-IP and TDM-to-TDM mffic with appropriate 
protocol conversion and gateway fimctionality. 

Our network cwently connects 580 unique competitive carrier switches, creating up to 335,820 unique switcb-to-switch routes serving 
151 .million telephone numbers assigned to these carriers. In the quarter ended September 30,2006, our network d e d  approximately 2.5 
billion minutes of traffic per month. 

Our Strengths 

Our services allow competitive carriers to exchnge traffc between their networks without using an ILEC tandan orestsblishiq direct 

As a core cornponein of our senice offering, we actively manage network capacity between our tandem switches andcustonms'suirhes. 

We believe the following strengths differentiate us and position us for continuedgrowth. 
Murkel &ding Position. We believe we have built the largest neubal tandem network in the UnitedSmes. By being "id-to- 
market" in the metropolitan m a s  we serve, we have built significant scale for carrier inmonnections and access to terminating 
telephone n u m b .  
5Yrong "Nework Eflecr. " The value of our senice offering increases with the number of carries comead to our network. The 
addition of each new customer to our network allows the neu' customer to route traffic to all of our ex~c:ustomers and allous all 
of our existing customers to route traffic to the new customer. The %work eRect" of adding an additiod customer to our platfom 
cream a significant oppomnity for existing customers to realize incremental savings by increasing the volume of trafficswitched by 
cur tandem network 
Nerwork-Neufrul Posilion. Unlike the ILECs, we are positioned as a neutral, third pany tandem Sgvice provider and.generally do 
not directly compte with our nrstomers. h f o r e ,  we do no1 have the competitive tensions and d i m  ofintaesl oran U C  in 
provim tandem interconnection services. 
Large und Growing Marker. The continuing shift oftelecommunications traffic away from conventiwsl W C  phone lines to the 
wireless, Vow, cable telephony and 0th mireline segments, provides oppommities for us to continue to expand our business. Our 
tandem network was desi@ to serve the intercommion needs of these rapidlygrouGng sepnmts orthe communications market 
and since the initiation of our service in 2004, we feel we have built strong relationships with a 

* 

3 
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majority of the leading carriers in these wpmis, which we believe provides oppommities for us togrow with our ntstomers. 
Aahpmble Technologv and Proprietaly SqfWaw Tools. 
Networks, Inc. and Nortel Nenvorks Corp. We have deployed a full Suite ofSonus Networks' IMS (IP Multimediasubsystem)-ready 
solutim which enables us to imercmect to customers on either a TDM or IP imerface. In addition, weBupport both conventional 
Signaling Sy;tem 7, or SS7, andsession Miation Protocol, orSP, call rmning. 
We believe the adaptability and flexibility of our technology enables 11s IO provide mme robust service offbings to interconnect a 
wider range of MIC types and to adapt OUT senice offerings more efficiently thao the ILECs, which predominsntly employ 1-y 

&periemd Monagemenf Team. We have an experienced management team committed to expandug our position a6 a leading 
provider of neutral tandem senices. 

* Our swi- architechm utihs platfom manufactured by Sonus 

class 4 mb4+nly cirmir switchUl=e technology for tandem swi-. 
* 

OnrStntegy 
Our mategy is focused ci~ expandmg our business by increasing the share of telecommuoications baffic that our tandem network ran 

serve. Expanding our share of telecommunications traffic increases the value of our nehvork to our customers and enables us to capture a 1- 
share of total telecommunications revenue. Key elements of OUI expansion strategy include: 

Broaden ow geographic presence. Dur managed landem services are currently available in 33 markets, ssving 151 million 
assigred telephone numbers out of apotential addressable market of 322 million telephone n m h  asm tocomplitive-camiem 
in these 33 markets. We plan to broaden our geographic presence in2007 to include an additional IS markets. AAQcomple~ing the 
planned expansion, we estimate that, based upon information published in the LERG. OUT potmtisl a-ble markel opportunity 
will include over 400 million telephone numbers assigned to c m t i v e  carriers in those markets. Many of our existhgcmomen 
provide senice in one or more of these newmarke& We intend to market our services IO OUT customers in these new markets. 
Expand ow NSIDW base. As our network expands, our market opportunity will include additional cOnrpnitive carriers 
(pa~ticularly e o n a l  wireless carriers and cable companies) that are not in the mar& we currently m e .  Many of these potential 
customers are among the fasm@owiug carriers in their service areas. 
Grow mtomer  fr&. Three factors principally drive traffic growth from cusumErs: rouh,! oppommities to new customers. 
routing opportunities in new markets and growth in our custaners' M ' c  volumes. As we add new cummen to our netwolk, we 
receive incremental revenue from the new customer and from all existing customers traffic 10 the new e m m e r .  This 
"network effect,'' our expansion strstegy and focus on serving the fastest growing segments of the competitive telephony indusay 
positions us well IO grow customer traffic. 
I m a s e  the tvper qf w&c w erchange. Our business originally connected only I d  traffic among carriers within a single 
metropolitan market In 2006, we installed a national IP backbone network conneaing our major local d e s .  As a result, our 
service oflain@ now' include the capability of SwiIchq and canyine baffic between multiple mnrk3.s. 

- 
Company Information 

We were incorporated in Delaware on April 19,2001. We conrmenced operations in November 2003 and begangenerating =venue with 
the launch of our service in February 2004. Our pr@cipal executive offices are located a1 One South Wacket %=,Suite 200, Cbkago, IUmois 
60606. Our telephcme number is (3 12) 384-8000. Our Web site address is hnp:Nwww.neuWllandem.com. The information contained on our 
Web site is not to be considered a part of this prospectcs. 

4 
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common stock offered 
By Neutral Tandem, Inc. 
By the selling shareholders 

Total 
Common stock to be outsum- 

immediately afier this o f f a  

use of proceeds 

shares 
shares 
shares 

shares 

We esumate that we will meive M proceeds from our sale of shares of common 
sock m h s  offenng of S 
s 

, assmug an mllal pubh off- pnce of 
D ~ T  share (the nnd-oomi of the ranee 8e1 forth on the cover of h s  

&ospec&), after &ducting &denwiling di-munls and commissions and estimated 
offering expenses payable by us. We intend to llpe the neI proceeds to fund the 
continued expansion of our business. Penmsucb use, the nec p& will be 
used for workmg capilal;capital expenditures andgeneral corporate purposes. We 
w e m l y  canna estimate the pation o f t h e m  proceeds which will be used for any 
specific purpose. 
We will not receive any of the proceeds from the sale of ShaRS by the sell& 
shareholders. See "Use of Proceeds." 
See "Risk Factors" and the other information included in this pmspectus for a 
discussion of f a m  you should carefully consider before decidug to in- in 
stlam of our common stock. 

Risk Factors 

Proposed NASDAQ symbol "TNDM" 

Unless the context requires otherwise, the n u m b  of shares of wr common stock to be outstandug after this offking is bsed on the 
number of shares outnanding as of December 31,2006. The number of shares of our common stock to be oulsfandirg after this offkinggives 
effen to this issuance prior to completion ofthis offering of shares of common stock upon the exercise of outstaoding warrants by cenain selling 
shareholders but does not take into account 

shares ofcommon sock issuable upon the exercise of outstanding sock options as of December 31,2006 at a weighted 
average exercise price ofS Pershare; 
anaggregateof shares of common stock that will be resewed for future issuances under OUT 2007 Lq-Tam Incentive Plan 
as ofthe closing ofthis offering; and 
shares of our common stock issuable upon the exercise of omtandmg warrants as of Demnber 31,2006 which shall be exercisable 
for an w e g a t e  of 

. 
s h a m  ofcommon stock upon completion of the off- with a weighted average exmise price of S 

per share. 

Unless 0tberv.k noted, the information in this prospectus assumes that the underwriters do no1 exwise their overallotment option 
gamed by the selling sharebolden, and has been adjusted to reflecl the 
e f f m d  prior to the completion of this offering, the automatic conversion of our outstandug shares ofseries A prefemd stock,Series B-1 

completion of this offering, the filing of our amended and restated certificate of incorporation and the adoption of ow amended and mslated by- 
laws upon the completion of this offering. 

5 

-for- reverse stock split o f m  common s o c k  thai was 

shares ofcommon¶ock upon the prefemd stock, Series B-2 preferred stock and Series C preferred stock into an aggregate of 
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Summary Condidated Finanad and Other Dah 

The following tables summark our historical comolidated f m i a l  infomulion and other data for the periods presented. The 
consolidated f m c i a l  infonmtion presented as of and for the fiscal years ended December 31,2004 and December 31,2005, was derived from 
our consolidated financial statements, which have heen audited by Deloine & Touche LLP, an lnaependent registered puhk accounting firm, 
and are included elsewhere in this prospectus. The consolidated f m c i a l  information presemed as of and Tor the nine months ended 
September 30,2005 and September 30,2006, was derived kom OUT m d i t e d  consolidated f i a l  statements, and are included elsewhere in 
this prospectus. The pro forma as adjusied b a h c e  shea data as or Sepmbex 30,2006@jve effect to this oiTering of commonmk at a price of 
6 
aggltgale of 
under "'Use of Proceeds." The unaudited consolidated f m c i a l  statements include all adjusmwds, msisting ofnormal recurring adjustmems, 
which we consider necessary for a fair presentation ofthe f m c i a l  position and the results of operations for these periods. Opmtmg d t s  for 
the nine months ended Sepiemh 30,2006 are not nxessarily indicative offhe results that may be exptsoed for the entire yearend@ 
December 3 1,2006. This dam should be read in conjunction with " M m a g m m t ' s  Dixussion and Analysis of Financial Condition and Results of 
Operations" and OUI audited and unaudited consolidated f m c i a l  statements and related notes included elsewhere in this prospectus. 

per share (the mid-point of the range set forth on the cover of this prospectus), the conversion of all of our prefen'edstodr imo an 
shsres of common stock upon the closing of this offering and the application of the net proceeds thereftom as descrihd 

'Statements of Opmtions 
Revenue 
OpemtingExpense: 

Costs of revenue (excludmg depreciation and amonization shown separately below) 
operations 
Depreciation and amortization 
Sales and marketing 
General and amniniStratve 

Total operating expense 
Income (Loss) From Operations 
0 t h  (Income) Expense: 

lmerest expense 
lmerest income 
othaincome 

Total other expense 
Incoole (Loss) Before Income Taxes 
hvision (Benefit) For lncome Taxes 
Net Income (Loss) 
J3mings (Ioss) per common sbare-hasic~'] 
&nmgs (loss) per common s b a r e 4 u t e d  
Weighted average common shroes-outslandmg-hasic 
Weighted average common sbares+ulstandmg-dihd 

6 

Yar Eaded N18. MemlbS E.dd 
kember31, sacember So. 

zmc 2mS 2005 aw 

S 3,439 $27.962 $18.177 337,864 

2,027 11,349 7,467 14,62621 
2,704 8,189 5368 8,150 

635 3,141 2811 4.464 

2,310 3,053 2-3&! 2.783 

--- 
0. t b m u 1 4  nrqt &re dwa) - 

775 1,360 991 1,149 

&7J 27,092 18.698 31.169 
15,032) 870 (521) 6,693 

276 843 594 849 
i69) t1M) (140) (556) - - - - 
207 662 454 293 

15,239) 208 1975) 6,402 
---- 

- 157 
s(5539) S 208 (975) S 6.245 
6 (1.02) S 0.04 S (0.17) S 1.18 

- - - ---  
S (1.02) 3 0.01 S (0.17) S 02% 
5,117 5,528 5,632. 5,300 
5,117 21,403 5,632 23,979 
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Other Data: 
Capital expenditures 
EBITDAf2) 
Mlnutcs of Use Billed (in millions) 

Bslnacr Sheet Dots: 
Cash and cash eqwvalenls 
Total ccmen( assets 
Total ass% 
Total current habllmes 
Tnal llabihues 
Total preferred stock 
Total shareholders’ equty 

YluEaded U k M w l b s h d e d  
IIuemher 31, sc#e*m, 

ImC 2006 ZalB ZOOL 
(Dolhn (. 1bmn.d.) 

$8.144 $13,977 SlW66 $10,?44 
$(4,377) $ 4,022 $ 1,490 $11,159 

1,022 10.428 6,427 17,388 

---- 

90,903 6 
ab40 
62,234 
15,951 
23,302 
38,wO 

932 

(1) Basic earnings (loss) per sbare is computed by dividing mi income (loss) by the weighted average n m k  ofcommon shams 
outstanding during the period. Diluted 
were outstandmg during the period. The effect ofstock options and w m t s  represents the only difference between the weighted 
average shares used for the basic earnings (loss) per sharp computation compared to the diluted -s<Im) pershare 
computation 
EBITDA is defmed as net income before (i) depreciation and amoniZation, (ii) imercl income and expaw and (iii) income taxes. 
A4anag-t believes that the presentation of EBITDA included in this prospectus provides usem information to inlam regadrg 
OUT results of operations because it assists in analyzing and bene- the performance and value or OUT business. Although we 
use EBITDA as a f m c i a l  m e a m  to assess the performance of OUT business, the use of EBITDA is limited because it does not 
include cenain material costs, such as depreciation, amortization and inleml, necessary to operate OUT business. EBITDA included in 
this prospectus should be considered in addition to and not as a substitute for, n* income as calculated in aocordance with@mlly 
accepted accounting principles as a measure of performance. 
The following is a reconciIiation ofnet income (loss) to EBITDA: 

(loss) per share is computed giving effect to all dihnive potential common shares that 

(2) 

N ~ I  income (loss) 
lnmm expense-ne1 
Income tax expense 
Depreciation and amonization 
EBITDA 

7 

$6239) $ 208 $ (975) $ 6,245 
207 673 454 293 
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RISK FAnORS 

lRis oflering involves a high degree ofrisk You should consider cmJidly the rish and uncertaintier desoibed below and the other 
information in this prospecnu, including the mnsolidatedfinancialstatements and the rehtednotes appearing at the end ofthis prospetus, 
worn deciding to invert in shares of our common stock Uany of the following rish or uncenaintim actually occur, our business, prospects, 
financial condition and operating results would likely mffer, possibly materially. In thar m n r ,  the market price of our common stock could 
decline and you could lose all or pan  ofyour inwsment. Additwnal risks and uncertainties nor currently known w UT or those we currently 
deem 10 be immarerial may aLro materially and adverse!? f l e a  our business.financia1 condition or results ofoperations. 

Risk Factors Related To Our Business 

Foilvrcs or intrwufl‘ons of our tandem nehvnk dl the loss of; or damage to, a tandem network &h site eouldmamh&v harm w r  
revenues and impair our abiliQ to condvct w r  operations. 

We provide telecomn~nications services that are critical to the operations of our cmtomers. Notably, our landem networkservice is 
essential to the orderly operation of our customers’ telecommunications s p b m  because it enables cmnpffitiwcarriss to ensure that telephone 
calls are routed to the appropriate destinations. Om tandem network architecture is mepal to our ability to process a hsgh volme of bansactions 
in a timely and effective manner. We could experience failures or immuptions of our tandem network and senices, or o b  problems in 
CDMeCrion with our operations, as a result of: - damage to, or failure of, our tandem network software or hardware or our connections and ounourced service -mens with 

third panies; 
mm in the processing of data by our systems; 

computer viruses or software defects; 
physical or electronic break-ins, sabotage, intentional acts ofvandalism, natural disasters andsimilar evems; 
increased capacity demaods or changes in systans requirements of our customers; or 
mm by our employees or third-parly service providers. 

* 

- 
If we cannot adequately protect the ability of our tandem network to perform consistently at a hgh level or otberwke fail to mee~ OUT 

c~f lome~s’  expectation% 
we may be unable to provide and bill for services; 

we may experience damage to our reputation, which may adversely affen ow ability to amact or main customers for our existing 
services, and may also make it more dificult for us to market our services; 
we may be subjen to significant damages claims, under our c~mracts or otherwise; 

our operating expenses or capital expenditures may increase as a result of corrective efforts that we must perkmu; 
our C U S I O ~ S  may postpone or cancel subsequently scheduled work or reduce their use ofourservices, or 
one or more of our significant contracts may be terminated early, or may not be renewed 

* 

- 
- 
Any of these consequences would adversely affect ow revenues and performance. 

We may not have sufficient redundant systems or back up facilities to allow us to receive and processcalls in the event ora Ion o< or 
damage to, a tandem network switch site. We could lose, or suffer damage to, a site in the event of power loss, natural disasters such as f i ,  
eanhquakes, floods and tornadoes, telecommunications failures, such as transmission cable c m ,  or other similar events that could adversely 
affen our customers’ ability to access our tandem network services. Any such loss or  dam^@ could intermpt OUT operations, materially harm our 
rewmues and gowth and require significant cash expenditures to correc~ the failures eaused by such loss or damage. 

8 
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Raguluqu drvcloprvna cevU negatiw& impaci wr busini))Lps. 
The communications services industry is highly regulated by the federal government and the individual slates. While the p r i c i i  of our 

sewices is generally not heavily regulated by the Federal Communications Canmission, or FCC, d 'sate utility apencics, these agencies have 
pxde~ regulatory authority o m  the pricing of incmben~ local exchange canim, or LECs, nansit services, whichgenerally seis the benchmark 
for the prices of competitive services that we offer. To the extent that the ILEC aansit rates are reduced, it could have an adverse impact on us. 

For example, in Michigan, in 2005, the Michigan Public Sfmice Commission revised the maximm allowable rate that AT&T Inc., or 
AT%T, could charge for nanSit service based on AT&T's toull elemem long run incremental COS, or TELIUC, which wass@kxnUy below 
the rate previously charged by AT&T (previously SBC Communications). This decision had a s@ificant impect on the profitability of OUT 
service in Michigan. 

The FCC currently does not actively regulate the Senices we offer. If, however, the FCC determined, on its own motion or in response to a 
third party's filing, that it should more actively r e d t e  our Senices, the FCC could limit the ram we char.. ur require us tochmge other terns 
or conditions o f m  service offerings. For example, in 2001 the FCC initiated a proceedw to address imercarrier compensation issues, m b  as 
rules tha~ require one canier to make payments to w o k  carrier for access to the other's network. As pen orthat dockel, on July 24.2006, a 
group of large and d local exchange caniers, or LEG, filed a proposal for intercanier compensation reform at the F C C d e d  the Missoula 
Plan, which includes provisions regarding tandem transit services. Under the Missoula Plan, tandem tramitsewice would be provided at a rate 
not to exceed $0.0025 per minute of use for the fyst four years of the plan, and then increase with inflation. This rate is lower than the rates 
charged by the L E O  or by us in several of the markets in which we currently operate. The FCC currently is considering public connnents on 
the Missoula Plan. Independent of or in combination with the Missoula Plan, the FCC could make s@fiCant charges in the pricing of m i l  
traffic, including lowerhg the rate, freezing the rate or e s t ab l i sh  uniform rates. In addition, 60171 time to time,dm that we connect with 
have requested that we pay them to termhate Uaffc, and lhis proceeding will likely address those @bts or ~bligations. 

As communications technologies and the communications industry continue to evolve, the stafutesgovfmbg the communications indusby 
or the regulatory policies of the FCC may change. If thts were to occur, the demand and pricing for our tandem network suvkes could change in 
ways that we cannot easily predin and our revenues could decline. These risks include the ability ofthe r e d d  govfmmenl, including Congress 
or the FCC, or state legislaMes or agencies, to: 

incraw regulatory oversight over the services we provide; 

adopt or modify statutes, regulations, policies, procedures or programs that are disadvantageous to the services we provide, or that 
are inconsislem with our current or future plans, or that require modification of the terms of our exis@ contracts, includmg 
reducing the rates for Iandem senices; or 
adopt or modify mNm, regulations, policies, procedures or program? in a way that could cause chauges to our operations or costs or 
the operations of OUT customers, including the pricing of our services to our customers. 

* 

We c m o t  predia when, or upon what terms and conditions, fin7her r d a t i o n  or der@tion mi& occur or the effect Fume regulation 
or deregulation may have on our business. Any ofthese government actions could have a material adverse e f fm on m business. 

9 
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Condidation in the indusny, such as AT&T-BeJL9onth-Ci~lar, Veriwn-MU andSBC-ATiCT, reduce8 the needfor inraernicr tMdl 
service and may limit our growIh appoauni&a 

Consolidation in the industry reduces the need for intmaniu m i t  services by +ing the number ofcarriers. As caniers -*e, (I) the 
risks to our business of direct connections h m a S e 6 ,  see “‘-The markn for our services is competitive and increased adoptionof I P s w i c ~ ~  
technologies could increase the compelition we face from direct connections” below, (ii) traffic that was carrier-tocarrier becomes intra~arricr 
traffic not normally addressable by us and (iii) in the case ofconsolidations invol& an 1LEC.such as AT&T or Verizon Communications Inc., 
or Verizon, previous transit traffic between competitive carriers and the carrier acquired by the ILEC now potentially becomes ILEC reciprocal 
compensation traffic and not transit traffic, and thus potentially not addressable by us. We have experienced growth notwithtanding this 
consolidation, but our ability to grow in the future could be advemly afTmd by paw consolidation. 

Additionally, in connection with the merger of BellSouth C q . ,  or BellSouth and AT&T, AT&T 8Ped no1 to seek an incruw in i s  
curpent transit rates for existing transit customers for 42 momhs in the AT&T and BellSouth LEC service territories. While haviw no direcl 
regulatory impact on us, this rate freeze potentially limits our ability to emer cenaio new markets in slates urhere the current transit rates charged 
by AT&T are so low that our emry would not be e c o n d y  BmBctive. Fu~U~erconsolidation in the indusaycould lead to War agmmnts 
which would limit our ability to grow revenues and may macerialy affm our re& of o p t i o n s .  

Our @five customers represent in the a-gmc a subsianlirrlporlion of our revenue. 

accounted for approximately One-qUaner of our expected total revenues in 2006. Thest nstomers could, a1 any time, solicit M noeiw propcds 
from other providers to provide services that are the same as or similar to om. In addition, our contracts with these cuslomfm are nonexclusive, 
there are no volume or exclusivity commilments by cmlomers under these wntracts and any customer is able to discontinue the use of ow 
services at any time. 

We may lose business with any of these customers if we fail to meet our customers’ expeclations, includ@ for perfonname and 0th 
reasons, m if another provider offers to provide the same or similar services at a lower cost. In addition, competitive foroff mult@ from the 
possible entrance of a competitive provider could create significant p r i c e  pressure, which could then cause us to reduce the selling price of our 
servioes in a manner that could have a material adverse effect on our business, prospects, financial condition and results or operations. 

The marha for our services is cnmpeIitive and incremed ado@‘on of IP switching Iezhnologics could increase #he complilion we face from 
direcl connections. 

between two switches, there is an economic incentive to directly ccmnect and remove intermediateswitcbhg. As ourcustmness~ow, the 
amouni of traffic exchanged between &em grows, thus leading to the increased risk that they will dirsnconne* switch path that exchange 
signihant traffic and remove that traffic from our tandems. The risk of dben c d o n s  is imeased as rnorecmiers move to an I P - b d  
interface, because direct connecting between two Internet Protocol, or IP, based carriers is less complex than establishing multiple direct 
connections between carriers’ switch Pam, thus enabling more direct connections. In addition, consolidation amo~&! leIecommunications&ers 
canstimulate the risk of direct connections by kreashg both the incentive and feasibility of executing dimtconnections. For example, we 
have noticed that certain competitive carriers established direct c d o n s  following completion ofa m e s s  combination 

In addition to direct connections, our senices mosi frequently c o w  againsl the legacy ILEC Savices. Assuch, we face compelition 
from large, well-funded ILECs that also provide bansit services and for whom bansit s- are a relatively small percentage oftotal re:y~)ues. 
Additionally, other compmies may be focusing m o m s  on developing and markeling W c e s  that will compete with us. 

Our top five mtinners in the aggregaterepresented~pproxhately 61% dour expected Lotal revenuesin 2006andrmr hge3 cl~aom~ 

The most natural form of competition we face is direct connection between our customers. When there is a signifkcant amount of traffic 
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